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(i) 


NATIONAL ENERGY BOARD 


IN THE MATTER OF the National Energy Board Act 
and the Regulations made thereunder; 


IN THE MATTER OF an application by TNPL INC. 
for certain orders respecting rates and tolls 
pursuant to Part IV of the National Energy 
Board Act, filed with the Board under File 
No. 1762-T2-4. 


HEARD AT Ottawa, Ontario On: 


9, 10, and 12 November 1981. 


BEFORE: 
J.R. Hardie ) Presiding Member 
J. L. Trudel ) Member 
R.B. Horner ) Member 
APPEARANCES: 


Opie Ee rancis7e oe. TNPL INC. 


— 


Revos tO BEVeny, O.C. Air Canada, Canadian Pacific Air 

Lines Limited, Eastern Air Lines Inc., 
U.S. Aire-inc.,. British Alrways- Board, 
Delta Airlines Inc., Eastern Provincial 
Airways (1963) Limited, Deutsche 
Lufthansa AG, Compagnie Nationale Air 
France, Lot Polish Airlines, Nordair Ltée 
- Nordair Ltd., Swissair Swiss Air 
Transport Company Limited, Koninklijke 
Luchtuaart Maatschappij N.V., Alitalia- 
Linee Airee Italiane S.P.A., American 
Airlines Inc., and Pacific Western 
Airlines Ltd. 


eer eee eee see ee Oe 


D.E. Clarke 


— 


Imperial Oil Limited 


E.A. Abssy ) 
D. Harvie ) . TransCanada PipeLines Limited 
J.R. Conrad ) Canadian Federation of Independent 


) Petroleum Marketers 


L.Es Smith ) Board Counsel 
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ABBREVIATIONS 


TNPL INC. 


National Energy Board Act 

National Energy Board 

Capital Cost Allowance 

Discounted Cash Flow 
Interprovincial Pipe Line Limited 
Reasons for Decision in the Matter 
of an Application by 
Trans-Northern Pipe Line Company 
Under Part IV of the National 
Energy Board Act - National Energy 
Board —- November 1979 


Trans Mountain Pipe Line Company 
Gtd. 


CHAPTERS 1 
THE APPLICATION 


Trans-Northern Pipe Line Company was incorporated by a 
Special Act of the Parliament of Canada on 30 April 1949 and is 
empowered to construct or otherwise acquire and operate 
interprovincial pipelines and appurtenant facilities for the 
transportation of oil and refined products. The Company was 
continued on 1l December 1980 under the Canada Business 
Corporations Act as TNPL INC. 

TNPL owns and operates a pipeline for the transportation 
of refined petroleum products from refineries in Southern Ontario 
and in Montreal to marketing areas along Lake Ontario and the St. 
Lawrence and Ottawa Rivers. This pipeline extends 894 kilometres 
including loops, from Nanticoke in the Province of Ontario to 
Montreal in the Province of Quebec with laterals to Dorval, Mirabel 
and Toronto airports and to Ottawa. In addition, the Company | 
operates 25 kilometres of leased pipeline between Toronto Airport 
Junction and Cummer Junction. 

By an application dated 4 September 1981, as amended, 
TNPL applied under Part IV of the National Energy Board Act for an 
Order approving just and reasonable tolls and tariffs to be charged 
by the Applicant for the transportation of refined petroleum 
products. 

By Order No. RH-5-81, the National Energy Board set down 
the application under Part IV of the NEB Act, for public hearing 
starting 9 November 1981 in Ottawa, Ontario. A copy of this Order 
appears as Appendix I to these Reasons for Decision. The hearing 
concluded on 12 November 1981. 

After the close of the hearing, the Minister of Finance 
introduced his Budget in the House of Commons on 12 November 1981. 
This proposed two changes which will affect the taxes payable by 
TNPL. The Board notified all parties to the hearing that it 
intended to take these proposed changes into account in its 
Decision and invited comments. No comments were received from any 


Darcy... 


Digitized by the Internet Archive 
in 2023 with funding trom 
University of Toronto 


https://archive.org/details/31/6111637 7409 


CHAPTER 12 
REQUEST FOR RESTATEMENT OF DEPRECIATION 


The Applicant's Position. Incorporated in 1949, the Company 
completed construction of its initial facilities in October 1952 


and began operations in the following month with the three owners, 
Gulf Oil Canada Ltd., Shell Canada Limited and Texaco Canada 
Limited, as sole shippers. Petrofina started shipping through the 
Pipeline in 1955, followed by BP Canada in 1960, Imperial Oil and 
Sun Oil in 1963 and recently Murphy Oil. 

In 1952 its operation and earnings were not regulated. 
At that time the income tax regulations required that the Capital 
Cost Allowance ‘could not exceed the depreciation written on the 
books. The Company chose to minimize its taxes and consequently 
depreciated its plant on the same diminishing balance basis and 
rates as the maximum income tax allowances. When the income tax 
regulations were changed to no longer require the booking of 
claimed CCA, no change was made in the Company's practice of 
charging depreciation at CCA rates. In January 1974 the Company 
applied to the Board to change to straight-line depreciation and 
this was approved for accounting purposes. 

To conform to generally accepted accounting principles 
following the change in depreciation method, the Company in 1977 
recorded the proposed restatement in its corporate books of account 
and in a rate application in the same year applied for Board 
approval of the restatement for rate-making purposes. 

After the Interprovincial Pipe Line Limited rate case in 
1977, TNPL expected that its future earnings would be regulated 
under a cost of service net original cost rate base form of 
regulation. Of course, the use of the diminishing balance method 
had left it with a greater amount of accumulated depreciation and 
therefore a lower rate base than if it had used the straight-line 


method which was normal for the oil pipeline industry in Canada. 


With the object of proceeding under active return on rate 
base regulation with a’ fair rate base, the Applicant in its first 
rate hearing in 1979, requested a restatement of depreciation. In 
the November 1979 Decision, the Board allowed an amount of two 
million dollars. The Company has applied in these proceedings for 
a restatement of the remaining balance of $5,171,668. 

The applied-for adjustment was calculated by applying the 
1974 approved straight-line depreciation rates to the assets of the 
Company from the start of its operations in 1952 to 31 December 
1981. The amount of the restatement requested is the difference 
between the amounts resulting from those straight-line rates and 
the actual depreciation booked from 1952 through to 31 December 


19812 “The calculation: 1siaso follows: 


1 January 1982 


Accumulated Depreciation: 


After Restatement Si22 200 Og 
Before Restatement 21 patsy oo 


52 Doli 0.8 


Restatement Determined 
Reasons for Decision 
November 1979 Gh 087.019 


Restatement Allowed 
by the Board (220 0.097200 Os) 


Adjustments made by Company 
to correct errors 2 6179.5 2 


Adjustment due to difference 
between actual accumulated 
depreciation and estimate 
TO 1979 race application S67,00 7 
oh Selif) 616 8 


TNPL's counsel in argument stated that in requesting 
restatement of its depreciation, it really is asking for a fair and 
equitable rate base, consisting of a true or fair value of the 
assets dedicated to the utility service. He went on to state that 
the issue before the Board is to determine whether the restatement 
of depreciation would provide a fair and reasonable rate base. 

An expert witness for the Applicant considered that, from 
an economic theory point of view, the correct rate base for a 
company entering into regulation should reflect the economic or 
market value of the assets at that point in time. This value is 
determined by the expected stream of future earnings. But in the 
depreciated historical cost rate base methodology future earnings 
are projected by the regulator through the application of an 
allowed rate of return on a rate base. To meet the requirements of 
the expert witness, either the future earnings stream or the rate 
base must be known. He assumes the stream of future earnings and 
thus establishes a present market value for the assets which he 
states should be the value of the rate base for regulation 
purposes. 

This would of course be a self-fulfilling prophecy since 
the earnings based on such a rate base would equal those assumed in 
the calculation of the rate base. The Board does not therefore 
consider that this economic theory is helpful in determining a 
reasonable value for a rate base. 

An expert witness for the Applicant proposed a means for 
arriving at a suitable rate base. He stated that a depreciation 
accounting policy should be set so that the periodic provision 
bears a reasonably close relationship to the contribution to 
revenues by the plant during its useful life. Thus, he pointed out 
that usage of the plant of utility companies is normally relatively 
even over its life so that equal annual depreciation charges ought 
best to reflect expiry of the service value of the asset. For this 
reason, and also to maintain a fairly stable level of tolls, 
straight-line depreciation is the most usual pattern utilized by 


pipeline companies. 


The declining balance method adopted in 1952 by TNPL 
started with high write-offs in the early years which were not in 
harmony with rate of depletion of its estimated useful life. In 
this connection the witness referred to the 6.5 percent of plant 
cost written off in the first two months (0.42 percent of a 40 year 
life) followed by a further 6 percent in 1953 (2.50 percent of a 40 
year Ife) 

The witness submitted that a very practical way to obtain 
a fair and reasonable rate base measure at the point of transition 
to formal regulation is to use historical cost accounting related 
concepts and procedures which are fundamental to the regulatory 
methodology which will apply to the company in the future. For 
TNPL the most straight-forward procedure would be the recalculation 
of the accumulated depreciation reserve as though straight-line 
depreciation accounting had been used since 1952, using annual 
rates based on the estimated economic life. 

A Company witness also supported the straight-line 
depreciation measure to set the rate base by referring to a recent 
depreciation study carried out for TNPL by outside specialists. 
Based on a mortality history of the assets, the consultants arrived 
at a theoretical depreciation reserve at the end of 1979 of 
S1870907155 which 1s" ehose “tou che so1s9 ,.35'2)31 08 tbdok ava ue tise 
restatement is allowed. 

An expert accounting witness for the Company stated his 
view that depreciation accounting policy is set when an asset is 
acquired and should reflect expectations of the asset's 
contribution to future revenue generation, but that, once the 
policy is established and begins to be applied, it proceeds 
essentially independently of any particular year's revenue 
experience. On the other hand, he agreed that when unregulated 
companies prepare their budgets they are careful to try to ensure 
that selling prices cover all costs including depreciation plus an 


acceptable profit. Any shortfall is borne by the shareholders. 


This expert witness proposed a test which he considered 
might throw some light on the problem of possible double recovery 
as a result of the restatement. TNPL's operating results were 
restated each year back to 1952 to reflect straight-line 
depreciation and normalized tax accounting according to the 
practice of the oil pipeline industry in Canada. By thus reducing 
the annual depreciation charge in the earlier years, earnings 
showed an increase and the argument offered was that, since these 
increased returns did not appear to be excessive in comparison with 
other available corporate statistics on comparable industrial 
companies and other oil pipelines, a restatement based on straight- 
line depreciation provided a fair rate base measure and could be 
judged appropriate. He considered that since the higher returns 
resulting from a restated straight-line basis were not excessive, 


double recovery was improbable. 


Views of the Board. In its November 1979 Decision the Board stated 
its reasons for allowing only part of the applied-for adjustment to 
the accumulated depreciation. The main concerns were the risk of 
double recovery of the Company's investment, and the possibility of 
TNPL being in a more favorable regulatory position than a company 
which merely changed its rates of depreciation rather than also 
adjusting the accumulated balance. 

With respect to the double recovery issue, the Board has 
given careful consideration to all aspects of this matter in the 
light of the additional evidence and argument adduced at this 
hearing. Based on the reasoning advanced in the evidence of the 
Applicant's expert accounting witness, it is fair to conclude that, 
if the restatement of depreciation were allowed, double recovery of 
the investment would not occur. 

With respect to the latter concern, current regulatory 
practice for companies which apply to adjust for revised estimates 
of a pipeline's remaining service life, is to allow prospective 


increases in annual rates of depreciation, but not adjustments to 


accumulated depreciation. TNPL's application differs materially 
from such situations in that the change to an historical cost rate 
base method of regulation which overtook the Company in 1979 was 
completely involuntary on its part and could not have reasonably 
been expected to be foreseen when the original depreciation policy 
was set. 

The Board considers that the situation with regard to 
TNPL's depreciation is unique. The rates used in the early years 
of the pipeline operation were established without a study of the 
expected useful life of the line, and apparently without even any 
consideration of its expected life. They were designed solely from 
utilizing the maximum rates allowed by the income tax regulations 
with the object of minimizing the taxes payable by the Company. No 
consideration seems to have been given by the management of the 
Company to the possible effect of such a policy on the rates and 
tolls of the pipeline. 

Taking into account these unique circumstances, the Board 
considers that, in the particular circumstances of this case, it 
would be appropriate to restate the accumulated depreciation. 
Accordingly, it directs that the accumulated depreciation be 
reduced by $5,171,668 as at 1 January 1982 and the deferred tax 
liability be increased by $2,441,236 at the same date. The 
deferred tax liability is to be deducted from rate base in 
calculating the tolls. The Board will require TNPL to record in 
its books and accounts as of 1 January 1982 the entry required to 
Give effect; to. this. decision, wiz. 


Dr. Account 31 —- Accumulated depreciation, 
transportation plant $5,171,668 


Cr. Account 71 ="Accumulated ‘tax reductions 
applicable to future years $2,441,236 


Cr. Account 92 - Retained earnings 2, 1307452 


CHAPTER 3 
RATE BASE AND ASSETS SPECIALLY CLASSIFIED 


Summary of Rate Base. TNPL submitted a proposed rate base composed 
of the average cost of assets in service at the begining and at the 
end of the test year, 1982, plus an allowance for working capital. 
The Board has made adjustments to the rate base which are explained 
in detail in the remaining sections of this chapter. 

The rate base as submitted by the Applicant, the 
adjustment resulting from a correction made by the Applicant, and 


adjustments made by the Board, are summarized in Appendix III. 


Plant Additions. The plant additions to rate base have been 
approved by the Board. During the hearing the Applicant submitted 
evidence adjusting the additions proposed for 1982 which had been 
overstated due to an error in the application. There was some 
questioning of the Applicant on the probability of completing the 
full amount of plant additions applied for, taking into account its 
experience in the preceding years, but confidence was expressed 
that all additions included would be completed. 

The Board has decided to accept the Applicant's forecast 
with respect to the extent of completion and will allow the 


additions requested by the Applicant as adjusted. 


Total reflected in application $:2:7430- 268 
Error correction 32,2000 
Adjusted amount $2,098,268 


(Because the allowed rate base includes the average of the opening 
and closing book value of Transportation Plant, only one-half of 


this total) is reflected oin “rate base). 


Assets Specially Classified. In the Reasons for Decision of 


November 1979, the Board identified assets specially classified 
with a cost of $710,844 as at 1 January 1980. In this application, 


the Applicant has included assets having an original cost of only 
$366,639 as assets specially classified. During the hearing, in 
response to a request to reconcile these two amounts, the Applicant 
submitted a list which excluded the Brighton pump station. In the 
Class 2 toll adjustment application of February 1981, the Applicant 
indicated that Brighton was never transferred out from plant in 
service because the station was continued in operation. The net 
book value of the station as at 1 January 1980 was $142,514. 
Because the Brighton pump station was continued in 
service, the Board agrees that it should not be included in assets 
specially classified; and finds that the amounts shown as assets 
specially classified in the present application now reflect the 


value of those assets and therefore approves the amount indicated. 


Working Capital. TNPL proposed to include in its rate hbase an 
‘allowance for working capital made up of the following: a cash 
requirement equal to 28 days cash operating expenses, material and 
supplies inventories, prepaid amounts for rent, insurance, 
municipal taxes, and a provision for the average deferred costs 
pertaining to the north line study. 

The Applicant did not perform a new lead lag study to 
ascertain if the 28-day cash requirement established as a result of 
the 1979 rate case was still appropriate. A Company witness stated 
that he believed that the results obtained from the 1979 lead lag 
study are still valid. 

One intervenor, in final argument, indicated that in the 
most recent decisions with regard to Trans Mountain Pipe Line 
Limited and Interprovincial Pipe Line Limited, lead lag studies 
resulted in a reduction of the number of days allowed for cash 
working capital by a downward adjustment to the provision of a 
cushion for "lumpiness". It was argued that the working capital 
should be reduced to 20 days of cash operating expenses because the 
Shipper owners account for about 71 percent of the amount of 
accounts receivable outstanding at year end. 

The Board finds that there was not sufficient evidence 


adduced by any intervenor to justify a change from the previous 


a 


allowance of 28 days cash operating expense and accepts the view of 
the Applicant that the cash component of working capital should be 
based on 28 days of cash operating expenses. 

The Board finds that the approaches used to determine 
other components of working capital are reasonable, except for the 
unamortized portion of the deferred expenses pertaining to the 
north line study. For the reasons set out on pages 14 and 15 the 
Board has excluded $321,755 pertaining to the north line study. A 
recapitulation of working capital allowance as submitted by the 


Applicant and as approved by the Board follows: 


SUMMARY OF WORKING CAPITAL 


Company's 


Revised NEB NEB 

Submission Adjustment Determination 
Total operating expenses Sis, 2825, 0000 C549, 5000)) esl, 2513 O00 
Less: Municipal property 

taxes (1,210,000) Cl 210.7000) 

Insurance expenses (82,000) (82,000) 

Rental expenses (620,000) (620,000) 

$9,370,000) 3" 497,000)" “S.-9773217 000 
Add: Income taxes payable SfODSs 220 257,022 340535200 
Net cash operating expenses SES 026 220. 1 seep o) eee UOse ou 
Cash working capital 

Gy) SOx 19 .13),028, 226 $ 999,426 (S$ 1,840) 

287365 x $13,004,250 S$ 997,586 
Material & supplies 455,000 455,000 
Prepaid rent 211,000 211,000 
Prepaid insurance 37,000 377,000 
Prepaid municipal taxes 173,000 DS, 000 
Unamortized deferred expenses 3215S C32 5) - 

Sail Lod Lod Oe ope), Sokol ogoee 
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Deferred Taxes. In conformity with the November 1979 Decision, the 
Applicant proposed the deduction of average deferred taxes from the 
rate base. The Board has revised opening and closing deferred tax 
balances to incorporate Board adjustments to the calculation of 


income taxes described in Chapter 4. 


| Os 


CHAPTER 4 
COST OF SERVICE (EXCLUDING RETURN) 


Summary of Operating Expenses. The expenses of operating the pipe 
line system comprising maintenance, transportation, and general and 
administrative expenses as proposed by the applicant and as 
approved by the Board are summarized in the table below. 

After giving effect to the adjustments indicated in the 
‘following table the Board approves an amount of $11,233,000 for 
inclusion in TNPL's Cost of Service for Operating Expenses in the 
test year. These adjustments are discussed in detail in the rest 
of this chapter. 


OPERATING EXPENSES 


GENERAL 
AND 
TRANS- ADMINIS- 
MAINTENANCE PORTATION TRATIVE TOTAL 
Per application $2,120,000 $4,233,000 $4,929,000 $11,282,000 
Adjustments: 
Oil loss provision (50,000) (50,000) 
1% reduction on salary 
& wages and 1/3 reduction 
for promotion and 
progression (13,000) (26,000) (26,000) (65,000) 
Hearing costs 66,000 66,000 
Total adjustments (13,000) (76,000) 40 ,000 (49,000) 


Allowed by the Board $2,107,000 $4,157,000 $4,969,000 $11,233,000 


- 13- 


Wages and Salaries. The Applicant, in its estimate of test year 
salaries, provided for general increases of 13.5 percent in 1981 
and 13 percent in 1982. The Company stated that these escalation 
factors were determined in relation to wage settlements in the 
industry. The Company also included an allowance for promotions 
and progressions of $75,000 in 1982. The Company proposed to 
increase its staff by three administrative personnel, but proposed 
no improvements in its employee benefits, although the cost of 
providing these benefits will increase. 

The Board is aware of industry-wide settlements for wages 
and salaries and has not found economic adjustments greater than 12 
percent for 1982. The Company did not demonstrate or put forward 
sufficient evidence to justify its 13 percent request for 1982. 
With respect to the allowances for promotions and progressions, the 
Board accepts the argument of low turnover in the Company's staff; 
however, it is the Board's view that having regard to the actual 
requirements of previous years an amount of $50,000 will be 
sufficient to keep the Company's salary package competitive. The 
proposed increase in staff and the allowances proposed for employee 
benefits are considered reasonable. 

For the above reasons, total proposed wages and salaries 
for the test year 1982 will be reduced by $65,000; made up of a 
reduction of 1 percent in the 1982 general increase and $25,000 


reduction in the allowance for promotions and progressions. 


Oil Loss. The Applicant submitted estimates of the values of oil 
losses due to product loss or gain and downgrading for 1981 and 
1982. In both years TNPL expects no product gain or loss caused by 
metering inaccuracies. The loss due to downgrading of interfacial 
mixture is estimated to be $25,000 in 1981 and $75,000 in 1982. 
The-sincrease in 1982 over, 1981 is, attributed to expected increases 
in petroleum product prices. Thus, TNPL estimated a net oil loss 
OfvS7 57,00 0st ona 982. 


ad PTA ae 


Although for the test year the Company estimated no 
product gain or loss caused by metering, the evidence shows a 
historical pattern of net product gain. In the November 1979 
Decision, the Board provided for a $25,000 product gain and a 
$50,000 loss due to downgrading. 

Based on the evidence, the Board is not persuaded that 
there will be no product gain in 1982 and that substantial price 
increases alone could account for the tripling of the estimated 
loss for 1981 due to downgrading. The Board considers more 
reasonable estimates for 1982 to be a $25,000 provision for product 
gain offset by a $50,000 loss due to downgrading. This results in 
an allowed net oil loss of $25,000 for the test year. 


Costs vor) the sNorth Line Study. 'In-1979 the Applicant began 


deferring costs related to a study of a proposed pipeline to carry 
products from Toronto to North Bay. Although at the initial stage 
of the study the proposal appeared viable, current conditions have 
made this project uneconomical. Faced with diminishing demand for 
petroleum products in this market area, high interest rates and 
rapidly escalating construction costs, the Company terminated any 
further: efftorts™ toi build this line. = -If-the linemhadbeen built 
these project costs would have been capitalized. Evidence was 
adduced to indicate that the line would have benefitted present 
shippers by sharing a portion of system overhead costs as well as 
by increasing the throughputs and productivity of the existing 
system. 

In argument, one intervenor stated that the proposed line 
was studied as a venture for the owners of TNPL to invest funds and 
that the purpose of the study was to see if the project would earn 
adequate returns for them. He asserted that this was almost 
identical to the Trans Mountain Pipe Line case where Trans Mountain 
had proposed to include in its rate base a deferred charge of four 
million dollars for project development costs associated with a 
proposed west-to-east pipeline to transport crude oil from Low 


Point, Washington to Edmonton, Alberta. In that case it was 


=f 


decided that the project development costs should not be included 
in rate base for two reasons; first, if the new line were built it 
would not be part of the existing system; and secondly, the benefit 
to the present system was not established. The intervenor argued 
that TNPL costs with respect to the north line study should be 
similarly treated. 

In the case of the proposed northern line the Board 
accepts the evidence of the Applicant that users of the present 
System would have received some benefit and therefore agrees the 
project costs should be amortized at a rate of $128,702 per year 
starting in 1982. Since there will be no continuing benefit to 
pipeline users from this study, the Board directs that the 
unamortized balances of costs of the north line study be excluded 


from the calculation of working captial. 


Hearing Costs. During the hearing the Applicant indicated that it 
expected hearing costs of $150,000 be amortized over a three-year 

period beginning with the test year. The Applicant also indicated 

that $84,000 had been included in the costs for 1981. 

None of the intervenors adduced evidence with respect to 
hearing costs. 

The Board finds that the hearing costs are not large 
enough to require amortization over a three-year period and 
consequently directs that the hearing costs be expensed as 
incurred. The Board considers that the estimated costs of $150,000 
are reasonable and directs that the excess over the $84,000 
expensed in 1981 ($66,000) be included in the test year Cost of 
Service. The Board, therefore, adjusts the Cost of Service 
expenses for the test year by increasing the General Expenses by 
$66,000. 


Application for Depreciation Rate Changes. In the November 1979 


Reasons, for Decision the Board) directed the Applicant to .,perform a 
study to determine the service value and estimated service life of 
plant jas. required jin, section 54 of) the Oi) Pipeline, Uniform 


Accounting Regulations. The Applicant had studies performed by 


external consultants to determine the economic and physical life of 
the pipeline system. The Applicant filed these studies as part of 
the evidence for this hearing. It has relied on the study based 
upon the experienced mortality of capital assets to a degree in 
determining its proposed rates, but departed from it when dealing 
with some rather important issues. These are enlarged upon 


hereunder. 


(a) Whole Life vs. Remaining Life. In 1974, when the Applicant 
changed its depreciation method from declining balance to 


straight-line, it adopted the whole life technique for 
determining the rates. In the current hearing the Applicant 
indicated that it would like to have the results of further 
studies before considering a departure from this technique. 
Reasons given by the Applicant for continuing to use the whole 
life technique were: first, before the Company was required tos 
file a list of plant units with the Board the Applicant 
expensed expenditures to the full extent permitted by the 
income tax authorities in order to minimize its income taxes, 
although some expenditures would have been accounted for as 
capital items in plant unit accounting. Since the mortality 
study was based on the accounting records, such accounting 
treatment of replacements which would now be considered as 
plant units would affect the observed mortality; secondly, the 
Applicant is still operating many pieces of equipment that have 
been in use since the early days of the system and it expected 
that retirements in the next few years will be greater than the 
historical experience. The mortality study cannot reflect this 
future “lumpiness" and as a result the experience of the 
Company does not reflect a true picture of the long term timing 
of additions and retirements. The Company's witness stated 
that for these reasons, a depreciation study based on 
experienced mortality would produce depreciation rates lower 
than would be reasonable in the particular circumstances of 


this company. 


et oan 


To determine the useful life of the system the 
Applicant had performed a long range forecast of throughput for 
petroleum products. From this it had concluded that the 
economic life of the system would exceed the physical life and 
therefore considered the physical life of the system to be the 
limiting factor in determining depreciation rates. 

The study of the external consultant determined 
depreciation rates by using the remaining life technique, but 
the study allows for the application of the whole life 
technigue because it provides an estimate of the expected 
average life. The depreciation rates proposed by the Applicant 
uSing the whole life technique are lower than the rates 
presently in effect, but the lower rates result largely because 
the pipeline assets are now considered to have a longer life 
than originally estimated. The rates determined by the 
consultant are in the average lower than the rates determined 
by the Company, but in the determination of these rates the 
consultant provided a negative salvage value for certain 
categories of assets. In the direct evidence the Applicant 
indicated that although it supported the concept of negative 
salvage it had neither the experience nor the evidence to 
support the amount, and consequently decided not to include a 
provision for negative salvage in the current application. 
Concerns were raised during the hearing that under the whole 
life technique, when the useful life of an asset exceeds the 
Original estimate the total amount of depreciation will exceed 
the cost of the asset. The Applicant's witness indicated that 
depreciation would not exceed the cost of the asset because the 
asset would only be depreciated to a zero net balance. 

The Board has considered the technique for 
determining depreciation rates and the reasons why the 
Applicant would prefer to continue to use the whole life 
technique. The Board notes that if the whole life technique 


were used and the original estimate for useful life proves 


(b) 


Cor 


= ¢9c% 


inaccurate, an excessive or deficient accumulation reserve 
could occur. The depreciation technique adopted should ensure 
that the cost of the facilities is recovered over their useful 
life, and that present and future users pay their fair share of 
the original costs. If a depreciation technique could produce 
a Situation where the cost of the facilities may be either 
Over or under-recovered, that depreciation technique cannot be 
Said to be appropriate. The Board therefore directs that the 
Applicant use, both for rates and accounting purposes, 


depreciation rates determined by the remaining life technique. 


Vehicle and Work Equipment. The external consultant had 


determined that the remaining balances for vehicles and other 
work equipment acquired prior to 31 December 1979 should be 
depreciated at the rate of only 0.15 percent since these assets 
were almost fully depreciated. The Applicant continued to 
depreciate these assets for 1980 and 1981 at the rate of 20 
percent. The Company applied for a rate of 20 percent on 
vehicles and 5.33 percent on work equipment acquired after 
1980". 

Since those assets purchased prior to 1980 are 
completely depreciated, the Board finds that the rates proposed 
by the Applicant for depreciating assets in these groups 
acquired subsequent to 1979, are reasonable and therefore they 


are approved. 


Other. The Company does not distribute interest during 
construction and overhead to the various plant accounts. The 
Board finds that these costs should be depreciated over the 
same life as the pipeline. 

The study performed by the external consultant 
determined that the pipeline has a remaining life of 
Zoo years. ine Board accepts this estimate and, therefore 
adjusts the rates to depreciate interest during construction 


and overhead over the same remaining life as the pipeline. 


(d) Depreciation Rates. 


= 9 


The depreciation rates approved by the 


Board are as determined by the Company's consultant except for 


the adjustments discussed above and the removal of negative 


salvage value for pipeline, 


station oil lines, 


and oil tanks. 


A recapitulation of depreciation rates as requested by the 


Applicant and as approved by the Board follows: 


ACCOUNT 


NUMBER 


PZ 
iis 8 
dsp eppy ds 
POs 2 
158 
odes Te 
Ie whae 
160 
Gr: 
63 
184 
foie) 


tes) 
189 


190 


Depreciation and Amortization. 


DEPRECIATION RATES 


DESCRIPTION 


Rights of way 

Pipelines 

Building frame 

BUUTaINO! Dolck 

Pumping equipment 
Station lines under 6" 
Station lines 6" and over 
Other station equipment 
Oil tanks 

Communication systems 
Office furniture 


Vehicle acquired from 
1980 on 


Work equipment 


Interest during 
construction 


Overhead capitalized 


RATES REQUESTED 


BY 


APPLICANT 


$ 
2.38 
Za 
3633 
2.00 
oleae i, 
4.00 
2.86 
2.06 
Seas 
Ors OF 
5.00 


20.00 
0-35 


2.38 
Phe G¥e} 


NEB 


DETERMINATION 


S 
2.01 
2.34 
2.76 
2.62 
Zeon 
4.40 
2.85 
1.42 
3.70 
9.14 
5.43 


20.00 
5283 


ByOeRe: 
S20 


The provision for depreciation 


included in the revenue requirement by the Applicant is a function 


of transportation plant in service and the depreciation rates as 


approved by the Board. 


The amount of the provision has been 


adjusted for the changes in rate base and those resulting from the 


changes in depreciation rates discussed in the previous sections. 


The depreciation provision as submitted by the Company, 
the Board adjustments, and the depreciation approved by the Board 
are summarized below. The provision for the amortization of assets 
specially classified and leasehold improvements is accepted as 
filed in the application. 


DEPRECIATION AND AMORTIZATION 


Provision for depreciation submitted 
by the Company ya Ey OS ied sig 


Reduction of depreciation expense resulting 

from a change from the whole life 

. technique to the remaining life technique 

(1,703,287 --"$1,688,474) (14,813) 


Reduction of depreciation resulting from the 

elimination of the effect of negative salvage 

value from the amounts to be depreciated for 

pipelines, station oil lines, and oil tanks G97 353) 


Additional depreciation for vehicles and work 
equipment to reflect rates approved by the Board 3297S 


Additional depreciation to depreciate 
interest during construction and overhead over 
the same remaining life as the pipeline a! 


oly 6394228 


Correction resulting from the Applicant's 
$32,000 error in expected plant additions 


POTe 198 265 1963 97,0 287505), 900 29.94 x9 $3 24000 (796) 

917038 392 
Amortization of leasehold improvements 21,420 
Amortization of assets specially classified 54,859 


Provision for depreciation and amortization 
approved by the Board SE aay OL 


Income Taxes. TNPL applied for a test period income tax allowance 
computed on the tax allocation or normalized basis. The Board, as 
it did in its previous Decision of November 1979, accepts this 
methodology. The calculation of normalized taxes, together with 
the average deferred tax balance calculation, appear below. These 
calculations reflect Board decisions, discussed elsewhere in this 
report, taken in regard to rate base, rate of return and the 
Federal Government's November 12, 1981 budget. 

In a recent Ways & Means Motion, the Federal Government 
has proposed that the five percent corporate surtax, which had 
formerly been in effect only with respect to the years 1980 and 
1981, be extended through 1982. At the same time, it was proposed 
that the CCA deduction in the year an asset is acquired be limited 
to one-half the normal rate of write-off currently provided. 

Since the hearing had been completed before these changes 
were announced by the Government, they were not reflected in the 
application or discussed at the hearing. However, since they are 
changes that will be legally binding on the Company, the Board 
considered they should be taken into account. By a telex dated 
10 December 1981 sent to all parties the Board stated its intention 
and solicited comments. No comments were received from any party 
and the Board has decided that these changes should be reflected in 
the tolls to be authorized as a result of this hearing. 
Accordingly, the CCA measure has been reflected in the calculation 
of the average deferred tax balance appearing below while the 
Surtax measure is reflected in the computation appearing in 
Appendix II to this report. The amount there calculated and to be 
included in the Company's tolls is $265,652. 


Normalized Income Tax Calculation for the Test Year 


Return on rate base SOS 515,006 
Deduct interest expense (2,574,000) 
Net income before adjustments $3,944,108 
Add net non-deductible expenses 38,093 
Normalized income after tax eps 


Normalized taxes (at 49,87%) $37961.,493 


The average deferred income tax balance, which is 
deducted in arriving at the allowed rate base, is the average of 
the opening and closing deferred tax balances for the test period 
computed as follows: 


eee epeginnang deferred tax balance + deferred taxes for the test period 
o, 


2_x $6,572,330 + $405,944 = 56,775,302 
Z 


.The beginning deferred tax balance applied-for by the Company is 
accepted by the Board. The deferred taxes (which represent the 
difference between normalized taxes and taxes payable) for the test 
year, are calculated by multiplying the tax rate by the net of the 
timing differences depreciation and capital cost allowance, 
Specifically a(S) 14,61) — -$2,528),616) »x 15.498 7e= ($405 944. 
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CHAPTER 5 
RATE OF RETURN 


Capital Structure. In its revised submission the Applicant 
provided the following projected capital structure and requested 
rate of return for the test year ending 31 December 1982. 


Amount Ratio Cost Rate Cost Component 
($) (%) (3) (3) 
Long term debt 15,000,000 BO. 72 da Pind ks 6.64 
Common equity 23,744,424 ol. 23 pM as 10.88 
: 38,744,424 100.00 dia cS 


The average capitalization for the test year shown above 
reflects the applied-for adjustments with respect to the 
Applicant's restatement of depreciation. 

This is the actual capital structure, and the Board finds 


it reasonable considering the risks of the Company. 


Cost of Debt. The Applicant arranged financing with the Bank of 
Montreal on 5 November 1981 to renew the existing loan of 

Bia. o0,225 Us. The new TFong-term “loan also in’U.Ss "funds is for a 
three-year period at 16.75 percent. At the date of issuance the 
principal amount of the loan yielded $15 million (Canadian). 

The Company calculated that the actual cost of debt was 
approximately 17.16 percent taking into account the conversion of 
the loan amount to Canadian dollars at the exchange rate at the 
date of “issuance. The ‘Board accepts this ‘cost of debt as 


reasonable. 


Rate of Return on Common Equity. TNPL applied for a rate of return 


On common equity of 17.75 percent. An expert witness for the 
Company supported this request, placing primary emphasis on the 


following considerations: 


(1) the higher achieved returns on equity by companies 
of reasonably comparable risk to TNPL; 

(2) the substantial rise in the cost of attracting 
capital as evidenced by the sharp rise in interest 
rates; and 

(3) the necessity of providing a reasonable risk premium 
in relation to long-term investments because of the 
longer-run loss in purchasing power. 

The expert witness relied on three approaches for 
determining the cost of equity, namely, the comparable earnings 
test supplemented with a DCF study and reference to a normalized 
interest rate plus an equity risk premium. The evidence of the 
expert witness, using the minimum and maximum limits of all the 
three methods, suggests that the rate of return should lie between 
16.8 and 18.6 percent. 

Having regard to all the evidence, and giving 
consideration to the subjectivity involved in the methods used, the 
Board finds 17.0 percent to be a fair and reasonable rate of return 


On equity for the test year. 


Rate or Return) On Rate Base sand Assets Specially Classified. (Based 


upon its above findings, the Board has decided that a rate of 
return on rate base of 17.06 percent is fair and reasonable. The 


derivation of this rate of return is presented below: 


Amount Ratio Cost Rate Cost Component 
($) (3) (3) (3) 
Long term debt 15,000,000 Kobe Ae Bye iii 6.64 
Common equity 23,744,424 GUA P00 10.42 


38,744,424 100.00 Ls 06 


In accordance with the November 1979 Reasons for 
Decision, assets specially classified are allowed a rate of return 
equal to one-half the allowed rate of return on rate base and 
average deferred taxes are deducted from the rate base. The total 


allowed return to the Company is $6,518,108 as computed hereunder. 


Rate base per Appendix III $38,206,966 
Total allowed return (17.06% x $38,206,966) 5.6, 5087208 
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CHAPTER 6 
TOTAL COST OF SERVICE/REVENUE REQUIREMENT 


A summary of the total cost of service, which for TNPL is 


the same as the revenue requirement, is presented below. 


REVENUE REQUIREMENT 


Per Board Board 
Submission Adjustments Determination 


Operating expenses Sly 2024000 (S$ 49,000) Sil coo, 000 

Depreciation and 
amortization 17a. OU OO0 (5 655,000) coy O00 

Amortization of 
north line costs 129,000 - 129,000 
Return 6,694,000 ( 176,000) 6,518,000 
Income taxes 4,136,000 (13570008 35 JDL, OUU 
Surtax 266,000 266,000 
$24,502) ,000 ($199,000) S223 70227000 


After giving effect to the adjustments previously 
discussed, the Board approves a revenue requirement totalling 
S23 7022, 0006 
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CHAPTER 7 
TOLL DESIGN 


Throughputs. The Board notes that the Applicant experienced a 
decrease in shipments through its system starting in 1980 when 
total throughput dropped by 4.5 percent from the 1979 level. The 
Company states this was to be expected from reduced demand due to 
the thrust of government energy policy and petroleum product price 
increases. The Company also projected further decreases in 
throughput of 4.4 percent for 1981 and 5 percent for 1982, 
reflecting a further drop in demand for petroleum products for the 
Same reasons. Actual throughput for 1980 was 9 193 000 cubic 
metres while 1981 volumes are estimated at 8 785 000 cubic metres 
and 1982 throughputs are forecast to total 8 355 000 cubic metres. 

It is noted that in the period since 1978, TNPL's 
shippers have indicated their intention of changing the source of 
deliveries to Ottawa markets from Montreal to Toronto. Although 
the Company increased the capacity of the east line in anticipation 
of these larger movements, they have not materialized, and TNPL 
does not expect the ratio of shipments from Montreal and Toronto to 
change in the near future. The Board recognizes that a change in 
the supply source for the Ottawa market is dependent upon factors 
beyond the control of TNPL, such as the supply and price of 
offshore crude oil, the availability of domestic crude oil and 
government policy. 

The Board believes that the throughput forecast 
(Appendix IV) submitted by TNPL for the year 1982 is reasonable and 


adopts this forecast for use in the design of tolls. 


Allocation of Rate Base and Cost of Service. The Applicant 
submitted a toll design based upon the allocation of rate base and 
cost of service into Lifting, Transmission, Delivery, Toronto 
Airport, Dorval Airport and Mirabel Airport elements. Evidence 
shows that the rate base allocation had been adjusted from the 


November 1979 Reasons for Decision in order to incorporate certain 


corrections in the allocation between Transmission and the various 
airport terminals. In addition the proposed allocations reflect 
rate base adjustments and expected increases in the test year cost 
of service. 

The Board finds that the proposed methodology conforms to 
the principles established in the previous decision. The proposed 
allocation of the revenue requirement, shown in Appendix V, has 
been adjusted to include the Board adjustments allocated on a 


proportionate basis to the various functions. 


Determination of Tolls. The unit charges calculated by the 
Applicant are compared below to those approved by the Board. From 
these charge components, the Board has derived the approved tolls 


shown in Appendix VI and attached to Board Order No. TO-7-81. 


CHARGE COMPONENTS (Cents) 


Company Board 
Proposed Approved 
Lifting (per m3) 31.08 30.82 
Transmission (per m3. km) 1.2166 1.2065 
Delivery (per m3 ) 82.26 82708 
Airport Terminals (per m3 ) 
= Toronto 78.74 78.08 
- Dorval TTVe40 169.98 


- Mirabel 130.66 P2956 
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CHAPTER 8 
DISPOSITION 


Throughout the preceding chapters, the Board has recorded 


the following decisions: 


Cr) 


(2) 


(3) 


‘c2) 


(5) 


(6) 


ei) 


(8) 


TNPL's Tariff No. 16, presently in effect, be disallowed 
effective 31 December 1981; 

The tolls appearing in Board Order TO-7-81 (Appendix VI) 
be prescribed as the tolls to be charged by TNPL 
effective 1 January 1982; 

TNPL file with the Board a new tariff reflecting the new 


‘tolls specified in item (2); 


If a new tariff be filed in accordance with item (3) 
prior to 1 January 1982, it be suspended and be of no 
effect until that date; 

The provisions of TNPL's tariff which are contrary to the 
NEB Act or to any Order of the Board, including the Order 
to be issued from these proceedings, be disallowed 
effective 31 December 1981; 

On the basis of the decisions set out in these Reasons 
for Decision, the approved net rate base for 1982 is 
$38,206,966, and the total authorized transportation cost 
of service for the test year period from 1 January 1982 
to B31 December-1982is $23,822,000. 

For the reasons set out in Chapter 4, the Applicant shall 
use, both for rate-making and accounting purposes, 
depreciation rates determined by the remaining life 


technique and set out in Chapter 4; 


For the reasons set out in Chapter 2, the Applicant shall 


include in rate base the net amount of $2,730,432. 


(9) The Company for accounting purposes, shall record in its 
books and accounts as of 1 January 1982 the Board's 


decision contained in paragraph 8 above, namely; 


Dr. Accounts bps Accumualared 
depreciation Transportation 


Plant" SSyene kl O OSs 

Cr. Account 71, “Accumulated Tax Reductions 

Applicable to Future Years" $2,441,236 
Cr. Account 92, “Retained Earnings" 2 521.3 Ona 32 


The foregoing chapters together with Board Order 
No. TO-7-81, shown as Appendix VI hereto, set forth our Reasons for 


Decision and our decision in this matter. 


J.R. Hardie 
Presiding Member 
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NATIONAL ENERGY BOARD OFFICE NATIONAL DE L’ENERGIE 


CANADA 


ORDER NO. RH-5-81] 


IN THE MATTER OF the National Energy Board Act 
and the Regulations made thereunder; 


AND IN THE MATTER OF an application by TNPL Inc. 
(hereinafter called "the Applicant" or "the 
Company") for certain orders respecting rates and 
tolls pursuant to Part IV of the National Energy 
Board Act, filed with the Board under File No. 
1762-T2-4. 

B EF OR E the Board on Thursday, the 24th day of September 1981. 
UPON reading the application dated the 4th day of 
september, 1981, filed by the Applicant under Part IV of the National 
Energy Boasa Act,..for orders fixing the just and reasonable rates or 

tolls the Applicant may charge for or in respect of the 
transportation.of. refined petroleum;products and for such further 
order or orders as will enable the Company to file a Seng 
containing’ tolls which are just and reasonable. 

IT IS ORDERED THAT: 

dl The application will be heard in the Hearing Room, National 
Energy Board, Trebla Building, 473 Albert Street, in the City of 
Ottawa, in the Province of Ontario, commencing on Monday, the 9th day 
of November, 1981. at: 92:30 -4.m-. Jocal, time. Such, proceedings, will: be 
conducted in either of the two official languages, and simultaneous 
EronceLation. wild be. provaded should a party. to’ the proceedings 
request such Paci lie les ies. Nteny ent Lon. 

we TMieeAOr a CAantushaul LOnthwith serve. a true; Copy of the said 


application, and of any amendments to it which may be issued, if not 


eee 2 
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already served, and a true copy of this Order, upon all the 
Applicant's customers, the Attorneys General of the Provinces of 
Ontario and Quebec, the Canadian Petroleum Association, The 
Independent Petroleum Association of Canada, and those parties who 
filed intenentions purstiant to Order No. RH-S—-79 sand as soon was 
possible upon those persons who have intervened pursuant to paragraph 
4 hereof. 
Sy Notice of the said Hearing in the form prescribed by the 
Board as set forth in the Notice attached to and forming daeitoe this 
Order shall be published on or before the 10th day of October 1981, 
in one isste. of each of "The Globe and Mail" and "The Financial Post" 
and "Financial Times: Of Canada" in the City of Toronto, “The Cierzen 
and, "Le Drolet" in the Crty on Ottawa, .ail In the prov inee OL Ontacare, 
ore eagartar® Andi ewe Oli iecne city OL MONntreal yaar the 
Province of Quebec; and as soon as possible in the Canada Gazette. 
4, Any respondent or intervenor intending to oppose or 
intervene in the said application shall, on or before the 26th 
day o£ October; 198] file with the Secretary or the* Board tharty.-Gou) 
copies of a written statement, in either of the two official 
languages, containing his reply or submission, together with any 
Supporting information, particulars or documents, which shall include 
a concise statement of the facts from which the nature of the 
respondent's of intervenor 's' interesc in the proceedings may: be 
determined, which may admit or deny any or all of the facts alleged 
in the application, and which shall be endorsed with the name and 
address of the respondent or intervenor or his solicitor to whom 
communications ieee ie sent and which shall state the official 


language in which the respondent or intervenor wishes to be heard, 


osha os 
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and which shall indicate whether the respondent or intervenor wishes 
tG receive a copy of the application or a.portion thereof. Any 
respondent or intervenor shall, on or before the 26th day of October, 
1981 serve three (3) copies of his reply or submission and supporting 
information, particulars or documents upon the Applicant, and one (1) 
copy each upon the Attorneys General of the Provinces of Ontario and 
Quebec, the Canadian Petroleum Association, The Independent Petroleum 
Association of Canada at the addresses listed in Appendix I and as 
soon as possible upon each other party who has intervened SO Cetene to 
this paragraph, alist of which»parties will. be available from the 
Boara on Or about the 28th day of OctobersalSsi p,randeshallptile 
written proof of service thereof with the Board at the opening of the 
hearing. 
ae The Applicant shall prepare its direct evidence written in 
question and answer form with lines numbered (hereinafter called 
"written direct evidence") for each of its witnesses and shall, 
(a) on or before the 2lst day of October, 1981),, fide thirty 
(30) copies thereof with the Board and 
(b) as soon as possible, serve one copy of the same upon 

any other party who has intervened pursuant to 

paragraph 4. 
Gis Any party who has ‘intervened pursuant to paragraph 4 hereof 
and who wishes to present direct evidence in the Hearing, shall 
unless exempted by the Board, prepare written direct evidence, and 
Siow, on or betore the 30th day Of October, 1981, file thirty (30) 
copies thereof with the Board and serve one (1) copy of the same upon 

ree 
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the Applicant and each other party who has intervened pursuant to 
paragraph 4. 
7. The Applicant or any party who has intervened pursuant to 
paragraph 4 and prepared written direct evidence pursuant to 
paragraphs 5 and 6 shall file written proof of service thereof at the 
opening of the hearing. 
Br The Rules and Procedures set out in Appendix II to this 
Order shall govern the conduct of the Hearing. 
9. Any interested party may examine a copy of the application 
and the submissions filed therewith at the office of: 

National Energy Board, 

mrebla Buneldina:, 

473 Albert Street, 

Ottawa, Ontario 

KREAZ OES. 
or at the office of the Applicant at the following address: 

TNPERS Ince 

SuvtewE2 iy) 

55 Bloor Street West, 

Toronto, Ontamic 

M4W 3H3. 

DATED at the City of Ottawa, in the Province of Ontario, 


this 24th day of September, 1981. 


NATIONAL ENERGY BOARD 


Me ‘et wes \ | 
Ce a A 
ae ig 


» Gwe Youkeus Vader | 
Decne tary 
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NATIONAL ENERGY BOARD 
NOTICE OF PUBLIC HEARING 
TNPL INC. - TOLLS AND TARIFFS 

TNPL Inc. has applied to the National Energy Board for 
approval, Of) tthe tolls and tariffs to’ be? charged) for. the 
transportation of refined petroleum products. 

The National Energy Board will conduct a public hearing of 
the application to obtain information and to hear the relevant views 
of interested persons, groups, Organizations and companies. | 

The hearing will open on Monday, 9 November 1981 at 9:30 
aem. local time, in the Hearing Room of the Board, Trebla Building, 
4/3-Albert Street, Ottawa, Ontario. It will be conducted in ‘either 
French or English and simultaneous translation will be provided 
should a party to the proceedings request this service in its written 
submission. 

Any party who intends to participate in the hearing must 
file with the Board a written submission, in either English or 
French, which may admit or deny any or all of the statements 
contained in the application. The submission must state: 

1) the nature of the partys’ interest in’ the application, 

2) whether he wishes to use English or French at the hearing, 

3) whether a copy of the application or’a portion thereof will 
be required, and | 

4) the name and address of the interested party or that of its 
lawyer to whom communications may be sent. 

Thirty (30) copies? of* the? submission and? any 4 supporting 
information must be delivered to the Secretary of the Board no later 
than 26 October 1981. Three (3) copies must be delivered by the. 
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same date to TNPL Inc., and one (1) copy each upon the Attorneys 
General of the Provinces of Ontario and Quebec, the Canadian 
Petroleum Association, and the Independent Petroleum Association of 
Canada and as soon as possible, upon each of the other intervenors, a 
list of whom will be available from the Board on or about 28 October 
1981. 

Any intervenor wishing to present direct evidence in the 
Hearing must prepare written direct evidence and file thirty (30) 
copies with the Secretary of the Board and one (1) copy with TNPL 
Inc: no Water thaniw30,O0ctober<1931... One, (1), copy, of the written 
direct evidence must also be delivered to each of the intervenors by 
2 November 1981. 

At the opening of the hearing, the Board will require 
written proof that the submission and any supporting documents, and 
the written direct evidence if any, have been served on all parties 
to the Hearing. 

A copy of the application will be available for examination 
during normal business hours at the following locations: 

Ottawa National Energy Board, 

Trebla\Buiiding, 
473 Albert Street, 
Ottawa, Ontario. 
K1A OE5 
TOrRORtO CNEL: GE AC sc, 
SuULrtesslZ1 2, 
55 Bloor Street West, 


TOLOntO,, Ontario. 
M4w 3H3 


SLaLuUcOry Rererences 
ThepNationails bnerdyaBoardhACiy Pants IV. CR. S.Cxrh970. °C N-6, as 


amended ) 


G. Yorke Slader, 
secretary, 
National Energy Board 
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to Order No. 


Attorney General of the 

Province Or Ontario, 
18 King Street East, 
TGEONCO, Ontario 
MSGiVicsS 


and 


Senior Counsel, 

Legal Services, 

Ministry of Energy, 

56 Wellesley Street West, 
zen FLOOT, 

Toronto, Ontario 

M7A 2B7 


Ministere de la Justice, 
Procureur général de la 
Province de Québec, 

Edifice Delta, 

1200 route de l'Eglise, 
Ste-Foy, Québec 

G1R 4X7 


and 


Service juridique du Ministére 
de 1'énergie et des ressources, 
200B, chemin Ste-Foy, 
Québec City, Québec 
GIR 4X7 


CS i gee teil bs 


The Secretary, 

Canadian Petroleum Association, 
1500 —- 633 —- Sixth Avenue S.W., 
Calgary, Alberta 

TZP..2Y5 


MrooiAsE.| Potter; 

Manager, Regulatory Affairs, 

Independent Petroleum Association 
of Canada, 

Suite 700, 707 - 7th Avenue S.W., 

Calgary, Alberta 

T2P OZ2 
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APPENDIX II TO ORDER NO. RH=5-81 
RULES AND PROCEDURES 

i In these Rules, "party" means TNPL Inc., and any respondent 
Or intervenor who has filed with the Secretary of the Board a written 
statement pursuant to paragraph 4 of Order No. RH-5-81. 
2% At the public hearing ‘o&%the Application by INPL Ine ithe 
evidence shall be heard in the following order: 

(1) Rate base and Cost, of Service excluding return; 

(2)A Rate -of GReturn; sand 

(3) Rate Design and Other Tariff matters. 
oy The Board shall hear all of the evidence on each of the 
three items referred to in paragraph 2 of these Rules, item by item, 
and for that purpose the Board shall first hear all of the evidence 
of the Applicant in respect of one item and then shall hear the 
evidence of each of the intervenors in respect of the same item. 
4. Upon the completion of the evidence on all three items 
referred to in paragraph 2 of these Rules, the Board shall hear the 
oral argument of all parties. 
Dh Any party who wishes to obtain additional information from 
the Applicant in respect of matters raised in the Application, may 
request in writing that such information be provided and the 
Applicant shall, as soon as possible, either make a written response 
to that request or apphy to the soard for “relief “Erom “this 
requirement. Wherever possible, in order to expedite the Hearing, 
these requests and responses enone be made before the commencement 
of the Hearing. 
6. Any party receiving an information request from the Board 
Shall respond as soon as possible by filing with the Secretary of the 
Board five (5) copies of the response, and shall file the information 


request and its response together as an exhibit at the hearing. 
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fi Where a party files and serves written direct evidence 


pursuant to paragraph 6 of Order No. RH-5-81, any other party may 
request in writing that the party filing such written direct evidence 
provide additional information respecting the matters dealt with in 
the direct evidence and the party to whom such a written request is 
made shall, as soon as possible, make a written response to that 
request. 

v8. Both the written request and the response thereto, referred 
to in paragraphs 5 and 7 of these Rules, shall be filed as exhibits 
at the hearing. 

a. If any question arises upon which a decision of the Board 
may be required, a notice of motion with respect thereto shall be 
filed with the Secretary of the Board, and the motion shall be heard 
by the Board at the Hearing on a date to be fixed by it. 

10. The order of appearance of parties and sequence of adducing 
evidence and conducting cross-examination shall be announced by the 


Board on or before the opening of the hearing. 
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CALCULATION OF CORPORATE SURTAX 


The Federal Budget proposal to extend the five percent 
corporate surtax through 1982 is to be reflected in the Company's 
tolls by the inclusion of a separate allowance equal to the surtax 
estimate computed in the following series of steps. This iterative 
process is required because current taxes payable form part of 
working capital and hence are reflected in turn by rate base, return, 
normalized taxes, current taxes payable and, finally, the surtax 


itself. The following steps were used. 


1. The allowed rate of return of 17.06 percent is applied to the net 
of: average net plant in service; one-half of average net assets 
specially classified; working capital exclusive of a provision 
for current income taxes payable and; the average deferred tax 


balance. 


2. Interest expense of $2,574,000(1) is deducted therefrom, 
while $38,093 in miscellaneous adjustments (2) is added 


thereto, providing an estimate of normalized income after tax. 


Bae rhe result of step 2 is then multiplied by a factor. of’ 


.9948(3) to obtain an estimate of normalized taxes. 


4. To the sum of the results obtained in 2 and 3 above, amounts in 
respect of depreciation ($1,714,611) and capital cost allowance 
($2,528,616) are added and subtracted respectively to obtain an 


estimate of taxable income. 


Notes: 
ens 5000 2000 cx] 7.16 percent. B= =seeepage 24 Of this report. 
fey uSee Application Tab Cost*or Service Schedute 7r3. 


iS.) tax rate or ~ 4987 
l-tax rate wo Uns 
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The result obtained in step 4 is multiplied by 251674) to 


te 
obtain an estimate of taxes payable. 

6. Steps 1 through 5 are then repeated, with the working capital 
element of rate base adjusted to include the estimate of taxes 
payable obtained in step 5. 

7. Steps 1 through 4 are repeated, using the 2nd estimate of taxes 
payable determined in step 6. 

8. Federal Part 1 taxes payable are computed on the taxable income 
resulting from step 7 at a rate of 36 percent. 

93° The surtax, is computed byemubtipiying, by a factor o£ 
10.35(9) percent, the taxes payable computed in step 8. 

Notes: 

(4) tax rate +esurtax crate = 49 S74 ( .05.x% 36) 

(5) The factor which results from using thesoverall tax .rate of 


49.87 percent and the Federal tax rate of 36 percent. 


STEP l 


Average net plant in service 


One-half of average net assets 


specially classified 
Working capital 
Average deferred tax balance 
Rate base 
Rate of return 
Return 


Dene 2 


Return 

Deduct interest 

Add miscellaneous differences 
Normalized income after tax 


SLEP. 3 


Normalized income after tax 
Normalized tax factor 
Normalized taxes 


STEP 4 


Sum of results obtained in 
steps 2 and 3 

Add depreciation 

Dedut capital cost allowance 

Taxable income 


pee Bd Sh <li 


Taxable income 
Taxes thereon 


STEP 6 


Repeat steps 1 - 5 = see column 72 


pie ye] 


Repeat steps 1.- 4 --See> column #3 


STEP 8 


Taxable income-from step 7 
Federal Part 1 tax rate 
Federal Part 1 taxes 


Seo 


Federal Part 1 taxes 
Surtax factor 
Surtax 


COLUMN 1 
$43,040,107 
S 68,575 


Se Lyall oo 
SEG 1 19,302 


$37,924,416 


1/06 


5 6,469,905 


$ 6,469,905 
ay, 74, 000 
$ 387093 


Su cise Jens 


STM sine seloy seers: 
~9948 


bas, 91s OAL 


> 7,847,539 


S17 tA Ol 
Se, 25 O16 


$7,033,534 


59) 033,034 
9937034; 227 


S Vinl297O38o 
- 36 


52,566,688 


22 2906, O88 
e OSo 


S265 652 


COLUMN 2 
$43,040,107 
$ 68,575 


© 1,869,826 
BuO. PO poue 


330, 20 3p200 


~ 1706 


$6,517,467 


6,017,467 
2,574,000 
Boyes 


Ni HM 1 


3,981,560 


o) Syed DOU 
~9948 


$3,960,856 


$ 7,942,416 


> 1,/14, 611 
S27 2057010 


Pe em ek 


yl 26 41. 
7193700 57.290 
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COLUMN 3 
$43,040,107 
S 68,575 


5 1,873,586 
» Op iD, 302 


$38,206,966 


~1706 


» )6', 528.208 


6,518,108 
2,574,000 
38 ,093 


MM NM 


3 woe 201 


SSAA AGU 
~9948 


$5,961,493 


S$ 7,943,694 


Sn Ly ay Ode 
> 2eIZoyOLe 


$7,129 689 
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RATE BASE 
Per . Board Board 
Application Adjustments Determination 
Plant in service POS, 004,210 (1) $65,884,279 
Leasehold improvements PLO FoR DLS poe 
06,099,624 ti 0 
Accumulated 
depreciation plant 
in service 23:,03)7398 3274784 2) 23,004,920 
Amortization leasehold 
improvements 54,597 54,597 
Za ,09 ly 995 32,478 PE GOS Le ST 
“Net plant in service $43,007,629 Seer Writs} $43,040,107 
Assets specially 
classified 30D OG BGT 550 
Amortization of assets 
specially classified 224,409 224,409 
137,149 1375149 


Assets specially 
classified included 
in rate base S 635575 $ 68,575 


Working capital S25 pe (53237595) lipo oy DCO 


Rate base before 
deducting deferred 


taxes 


S45 20355 00 (S291 04073) $44,982,268 


Average deferred 


taxes S07 LO pou oe) 
Net rate base 338,206,966 
NOTES 


(a) 


(2) 


(3) 


The Applicant indicated that it had made an error of $32,000 
in the proposed plant additions for 1982. This results in a 
Si6,000 reduction.afor plant in “service per “application. 


The Applicant had estimated accumulated depreciation at the 
end of the test year at $23,805,626. The Board determined 
that the accumulated depreciation should have been 
$23,740,641. The Applicant submitted a 1982 depreciation 
expense of $1,703,287 which the Board revised to $1,638,332 as 
shown on page 20 of these Reasons for Decision. The net 
amount ($64,955) is reduced by the averaging effect to 

S SiZa 4 how 


This represents the average of opening ($6,572,230) and 
elosing 9($6,978,278). Géterredetax’ balances? 


_ 
7) q 


i: ae \ : 
ers, SRB VEOH a 


4 


: - * , 
ans : os P a 4 
blodseast noisy 
. se dai re 
pe Bed ae 
a a 7S « ck i, * = os 7 
" a yom Sa “ 
sos —_ ated : ; 
if. ORO, Ebs AEE WSo Avo, okS SDiVvISe 
a 
Bas 46 
‘ . a by nj eee. 
: 7 ‘ , 4% 
a ee + i 
7 in 
ARISE BISSCE 
hspuiSrs Hai td seal 
o - ES > ; : Jo e381 
af 1 os , ) > \ Ls am | 
avo? sci 
326265 oF 
= ; recs) 2 
bas 3a sb 
(6)30 ‘ 
‘s 
-e \ - Sac j 
° prions yo ea 
'\ PR gut G m fone af Sec : Sensors 4nseoitleae 7% E 
a is eILvae? = bi oe 303° ByOi 31 bt ip ig HSZOGo Td odd ai. 7 
Aortaor ee “4 ' Mevi~se ¢ + “a nora oubey 10 oie 
2 ; ; Oss 61 eTctTS ue pe Lu i h4 ee bel fant rise? : J ar ry Lada ‘odT 
n2e3ab sow ac’ (O20, COS EL? 76 1654. 3Je53 Srtd Jo Bae 
Asan OVA | ota aprosaiberaech betsf{usas B&B St 363 
M3er4yo3dcen “Wil s Sersingve inecriaqga. silt sled, ORT eS 2 
ea; Sit. Je oie. Sarvs) hares efd doldw Ves, cOl,£8 30 oeneqxe 
i 3A sa@te@ost 92 enOtael saat? to 0S. Spsaq ono avodse -— 
7 $2 Jopdis pe psetevs Say YO HosvGen fi (C20, hae) Javoms | 
«BVEXSER 
bra (0EE,578, 02) peiaege Io epayevs oft edaseasqss: sinT  (f) 
.eo0cr iad KBY borteieb (87S, 80,62) pajleols © 
: . i a 4s 
7 : : : ~ 7 . - 


. — 7 
ron ata ay . 4, = _  g : 7 elie pee ’ 


1 


APPENDIX IV 
Page lo 


GSE 8 SWHLSAS IWLOL 
OLE 9 LET €06 VC 880 € waysks 07U0IOL 
- [e}OL 
006 aol Tez 877 6TE eMER4I0 
GZ ~ - 8 ET qqooseig 
al L 8 - ~ pueTITew 
GEE 8T 9TT ETT SL uojzsbuty 
STE - v7T 8z €9T STITASTTOEg 
S8E - 9ST TET 86 edoy 3104 
S6 ~ - Ge 0Z weYyyAreW 
Galak ~ ~ LES 88¢ anoqiey 
O7UOIO, 
000 T - 6LT patie POT O}UCTOL YION 
SOL - 6L G6E Tec jaodiaty 
oVUOIOL 
0S6 - - ~ 0S6 AT peap 3104 
07S ~ - - 07S uozTTwWeH 
G86 T we3sks *TIW 
—- [e301 
OSE T Va eMe330 
GET SOT TTeMUIOD 
S87 G8z Teqeatw 
O€ O€ qyap-uoN TeAIOG 
G8T G8T Zep TeAsrogd 
uOTIZeEUTASIG 
TeIOL OJUOAOL UAON uOSY¥ACTO STTTAXeO DYOOTIUCN TeerzqUuOW 90an0¢ 
—_—— 
eu Ow 


GALVWILSA LOAdHSNOUHL C86T 


gol fevgod 
Jatienoa levrod 


Ot lime 
37 heal sie4 
eineyet 
S3egT LA 
‘otacroT- Aster 
SeynoseoT 
THOGIES 
nestor 
ov 33569 
ivet tea 
notapis# 
Goeiziam 
4 tovee24 


awet3G 


cae 
sil 


- lazoF 
eesayve c3noscoT 
a 


MOT? YS 


i ies IfATOT 


e 
» 


neitenrzesG | - 


4 


APPENDIX V 
Page 1 of 1 


006‘T78’EzS 


(000‘66T) 


006‘020‘bzS 


TWLOL 


8S6c°T 


000 S8c¢ 


667‘ 69ES 


(S80‘€) 


Veer cles 


LYOdYIV 
THaVAIW 


8669°T 


DUOe st 


OLY‘PTES 


(L095 &) 


L60‘LTES 


LYOdadlv 
TWAYOd 


Z80€° 


8082° LOE S90Z¢TO° 
€6L .soV 1 

000 SOL O002 0 Sites O00 Ne Stee 
SRT 0sGSsanocT Coe cee 680° PIL Zs v6e'SGls‘Zs 
(66S'7) (861T’6T) CHES Wan 1) (FTS 17) 
g80-566S- Ge LIE*CS 990° 298° LIS 806‘96S’7S 
LYIOdYIV AUGATTA NOISSIWSNV&L ONILATT 
OLNOYOL 


ee eG 


LNAWANINOSY ANNAATY dO NOTLWOOTIV 


($)}ZUeUCdWOS JFTAeL 


SOASUOTT ¥ 
aAzew OTQNO OT 


Seajew OTQnD 


quewerztnbs2 
anusAsz paaoraddy 


SsqjuewqjsnCpe pazeog 


uotjeot{tdde aed 
qZuswueaztnbsez snusAsy 


belo TEE, NIE.S 890,50¢,T2E Goo, 2e7,\S2 snemet types cunever 
a a : noiisos jee 9g 7 


Sheet es gedt.et) (ete, tes) tehe 38) et acusagpee 


ee SS ct eteelteesntiesattiieineierantedemteienmenatn 


a 


ROP, UGS Gel, Bee.st EH AIT. TLS Fel ZTE Se sunsves bavorgen © 


: I nementupes, 
* 


“Wee MRL - G00 cot ao ver + ae pon e2€ 8 eeviem nidyo 


a £9f S38 L- Su Fon Sides | 
ee : esifemolid 


iF / 


— 


BORE, bots, eas In, eBor. (yansabares. F2 ive? = 


APPENDIX VI 
Page- ie ots 


NATIONAL ENERGY BOARD OFFICE NATIONAL DE L’ENERGIE 


CANADA 


ORDER NO. TO-7-81 


IN THE MATTER OF the National Energy Board Act 
and the Regulations made thereunder; 


AND IN THE MATTER OF an application by TNPL INC. 
(hereinafter called "the Applicant" or "the 
Company") for certain orders respecting rates and 
tolls pursuant to Part IV of the National Energy 
Board Act, filed with the Board under File No. 
1762-T2-4. 


Bet, Oona: 


J.R. Hardie, 


Presiding Member On Monday the 21st 


Wel. stLUuGae lL, 
Member 


day of December, 1981. 


eee ee Oe ee eee ee 


R.B. Horner 
Member 


UPON an application by the Applicant dated the 4th day of 
September, 1981, as amended, under Part IV of the National Energy 
Board Act, for orders fixing the just and reasonable rates or tolls 
the Company may charge for or in respect of the transportation of 
refined petroleum products and for such further order or orders as 
will enable the Company to file a tariff containing tolls which are 
just and reasonable; 

AND UPON the Board having heard the evidence and 
submissions relating to the said application at a public hearing held 
on the 9th, 10th and 12th days of November, 1981; 

AND UPON the Board by telex dated the 10th day of December 


1981, having advised the Applicant and all interested parties of 


eee i 
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- 2- 
record, that the changes to income tax and the corporate surtax 
announced by the Minister of Finance on the 12th day of November, 
1981 would be incorporated in the Board's determination of just and 
reasonable tolls for the Company; 
IT IS ORDERED THAT: 
1s The Company shall, effective the lst day of January 1982, 
charge for or in respect of the transportation of refined petroleum 
products, the rates and tolls prescribed in Schedule A hereto. 
AND ITeiSesEURTHERvORDERED/ THAT: 
Le The Company shall forthwith file with the Board a tariff 
conforming with ane Order and serve it upon 
(a) the Company's shippers; 
(b) the Attorneys General of Ontario and Quebec; 
(cJavAirdCanada; and 
(d) any person who notifies the Company and the Board 
that he wishes to be registered as an interested 
person in the Company's tolls and tariffs, and is 
accepted by the Board as such. | 
Be Notwithstanding the filing of the tariff referred to in 
paragraph 2 hereof, the same shall remain suspended and be of no 


effect until the lst day of January, 1982. 


TOe yo 
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4. Those provisions of the Applicant's tariffs, or any portion 
thereof, that are contrary to any provisions of the National Energy 
Board Act, or to any Order of the Board including this Order, be and 
the same are hereby disallowed, such disallowance to be effective on 
the 3lst day of December, 1981. 

DATED at the City of Ottawa, in the Province of Ontario, 
this 2lst day of December, 1981. 


NATIONAL ENERGY BOARD 


Cie fede Sle 


G. Yorke Slader 
Secretary 


TO-7-81 


Source 
Montreal 


Nanticoke 


SCHEDULE A 


TNPL INC. 
TOLLS EFFECTIVE 1 JANUARY 1982 
IN DOLLARS PER CUBIC METER AT 15°C 


Destination 


Dorval - jet 


- non-jet 


Mirabel 
Cornwall 
Prescott 
Maitland 

Ottawa 

Hamilton 
Oakville 

Port Credit 
Clarkson 
Toronto Airport 
N. Toronto 
Toronto Harbour 
Markham 

Port Hope 
Belleville 
Kingston 
Maitland 
Prescott 


Ottawa 
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3 


Per m 
aco’ C 
S23504 


1.124 
2a63 
PAPA UE EE 
2.986 
Jeso 
SOO 
1.360 
1.588 
15.8 52 
Vg ae! 
Pa Saye) 
2.242 
2 | 
2.492 
3.469 
4.413 
5.241 
6.297 
G9 


7.878 


Source 


Oakville 


Clarkson | 


Destination 
Port Credit 
Clarkson 
Toronto Airport 
N. Toronto 
Toronto Harbour 
Markham 

Port Hope 
Belleville 
Kingston 
Maitland 
Prescoct 

Ottawa 

Port €redit 
Toronto Airport 
N. Toronto 
Toronto Harbour 
Markham 

POrt, Hope 
Belleville 
Kingston 
Maitland 
Prescott 


Ottawa 
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Source 


Port Credit 


N. 


Toronto 


Destination 
Toronto Airport 
N. Toronto 
Toronto Harbour 
Markham 

Port Hope 
Belleville 
Kingston 
Maitland 
Prescott 

Ottawa 

Toronto Harbour 
Markham 

Port Hope 
Belleville 
Kingston 
Maitland 
Prescott 


Ottawa 
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